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Mr. Joel H. Peck, Clerk

c/o Document Control Center
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Tyler Building — First Floor
1300 East Main Street
Richmond, Virginia 23219

RE: Application of Rappahannock Electric Cooperative
For general rate relief

Case No. PUR-2017-00044

Dear Mr. Peck,

Please find attached for filing in the above-captioned case
 Sierra Club’s Motion for Leave to File Notice of Participation Out-of-Time, with two
attachments:
- Attachment A - The Sierra Club’s Notice of Participation as Respondent, and
- Attachment B - Direct Testimony of Melissa Whited on Behalf of the Sierra Club; and

& Sierra Club’s Motion for Admission Pro Hac Vice of Dorothy E. Jaffe.

Should you have any questions or concerns regarding these filings, please do not hesitate to
contact me directly at (434) 738 - 1863 or ejohns@appalmad.org.

’9
van D. Johns
APPALACHIAN MOUNTAIN ADVOCATES

415 Seventh Street Northeast
Charlottesville, Virginia 22902

Thank you
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION

APPLICATION OF

THE RAPPAHANNOCK Case No. PUR-2017-00044
ELECTRIC COOPERATIVE

For general rate relief.

SIERRA CLUB’S MOTION FOR LEAVE TO FILE
NOTICE OF PARTICIPATION OUT-OF-TIME

Under Rules 10 and 110 of the Rules of Practice and Procedure of the Virginia State
Corporation Commission (the Commission), 5 VAC 5-20-10 & 5 VAC 5-20-110, the Sierra Club
petitions the Commission for leave to file out-of-time a Notice of Participation as Respondent in
the above captioned case. The Sierra Club’s participation out-of-time in this proceeding will not
unduly prejudice any of the parties, and the Sierra Club will fully comply with all terms of the
Commission’s June 16, 2017 Order of Notice and Hearing.

In support of this motion, Sierra Club states:

1. On May 23, 2017, the Rappahannock Electric Cooperative (the Cooperative) filed with
the Commission an application for general rate relief (the Application).

2. On June 16, 2017, the Commission issued an Order for Notice and Hearing on the
Cooperative’s Application. The Order requires, in relevant part, that “any person or entity may
participate as a respondent in this proceeding by filing a notice of participation” on or before
August 1, 2017.' The Order further provides that the pre-filed testimony and exhibits of all

participating respondents must be filed by September 19, 2017.2

1 Order for Notice and Hearing at q 10.
2 Order for Notice and Hearing at q 12.
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3. The Sierra Club was unaware of the Cooperative’s Application until after the August 1
deadline for Notices of Participation had passed. However, since learning of the pending
Application, the Sierra Club has worked diligently to obtain internal approval to participate in the
proceeding, to retain an expert, and to prepare testimony for submission prior to the September
19, 2017 deadline.

4. If permitted to participate as a respondent in this proceeding, the Sierra Club’s testimony
will be limited to addressing the general implications of imposing a higher fixed rate charge—
including the potential for inefficient price signals, customer inequality, and reduced incentives
for investments in distributed energy resources - and providing the Commission with alternatives
to doubling the fixed rate charge. The Sierra Club’s testimony will provide the Commission with
the benefit of additional information about the impacts of increasing fixed rate charges not only to
the Cooperative’s ratepayers but also Statewide. The Sierra Club’s testimony will allow the
Commission to render a decision based on a full and complete record.

5. Sierra Club will limit any requests for production to copies of documents that the
Cooperative has already produced in response to requests from other parties and to information
contained in the Cooperative’s rebuttal testimony, consistent with the scheduling order.

6. Allowing the Sierra Club to file a Notice of Participation out-of-time will result in no
undue prejudice to the parties. The Sierra Club has missed no other deadlines imposed on
respondents in this case. In fact, its delayed entry into this case inures only to the benefit of the
Cooperative, as the Club’s only participation to date would have been the opportunity to serve
interrogatories and requests for the production of documents on the Cooperative. The

Cooperative will have the same opportunity to respond to the Sierra Club’s testimony as that of
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other respondents. Furthermore, the Sierra CluB will fully comply with the Commission’s June
16, 2017 scheduling order and will respond timely to any discovery requests based on our pre-
filed testimony, consistent with the scheduling order.

7. Counsel for the Office of the Attorney General and the Frederick County Board of
Supervisors have advised the Sierra Club that neither party opposes this Motion assuming the
Club files its testimony on or before September 19, 2017. Counsel for the Cooperative advised the
Sierra Club that they are not prepared to take a position on the Motion at this time, and will
reserve judgment until after Sierra Club’s filings.

8. As required by the Commission’s Order for Notice and Hearing, the Sierra Club has
enclosed with this Motion a copy of its Notice of Participation as Respondent and the Direct

Testimony of Melissa Whited, Synapse Energy Economics, Inc.

WHEREFORE, the Sierra Club respectfully requests that, under 5 VAC 20-10, the Commission
grant it leave to file out-of-time a Notice of Participation and to participate accordingly as a

respondent in this proceeding.

Dated: September 19, 2017

Respectfully submitted,

AN

Evan D. Johns (Vlrgm State Bar No. 89285)  Dorothy E. Jaffe (motion pro hac vice pending)
APPALACHIAN MOUNTAIN ADVOCATES THE SIERRA CLUB

415 Seventh Street Northeast 50 F Street Northwest, Eighth Floor
Charlottesville, Virginia 22902 Washington, District of Columbia 20001
Telephone: (434) 529 - 6787 Telephone: (202) 675-6275

Facsimile: (304) 645 - 9008 Facsimile: (202) 547-6009

E-Mail: ejohns@appalmad.org E-Mail: dori.jaffe@sierraclub.org

Counsel for the Sierra Club
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION

APPLICATION OF

THE RAPPAHANNOCK Case No. PUR-2017-00044
ELECTRIC COOPERATIVE

For general rate relief.

THE SIERRA CLUB’S NOTICE OF PARTICIPATION AS RESPONDENT
Under Rule 80 of the Rules of Practice and Procedure of the State Corporation
Commission (the Commission), 5 VAC 5-20-80, and the Commission’s June 16, 2017 Order for
Notice and Hearing, the Sierra Club notifies the parties of its participation as a respondent in the

above-captioned proceeding. In support of this Notice, the Sierra Club states:

1. Counsel for the Sierra Club will be:

Evan D. Johns (Virginia Bar No. 89285) Dorothy E. Jaffe

Appalachian Mountain Advocates The Sierra Club

415 Seventh Street Northeast 50 F Street Northwest, Eighth Floor
Charlottesville, Virginia 22902 Washington, District of Columbia 20001
Telephone: (434) 529 - 6787 Telephone: (202) 675-6275

Facsimile: (304) 645 - 9008 Facsimile: (202) 547-6009

E-Mail: ejohns@appalmad.org E-Mail: dori.jaffe@sierraclub.org

2. The Sierra Club is a national nonprofit environmental organization whose mission 1s
to explore, enjoy, and protect the wild places of the Earth; to practice and promote the
responsible use of the Earth’s resources and ecosystems; to educate and enlist humanity to
protect and restore the quality of the natural and human environment; and to use all lawful means
to carry out those objectives. In furtherance of this mission, the Sierra Club works to accelerate
the transition from dirty fuels like coal and gas to clean energy solutions like solar, wind and

energy efficiency, and advocates for state and federal policies and industry action to achieve this
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transition. The Sierra Club has a long history of working to reduce pollution from coal-fired
power plants and promoting clean energy sources in Virginia.
3. The mailing address for the Sierra Club’s principal office in Virginia is:
Virginia Chapter — Sierra Club
442 East Franklin Street, Suite 302
Richmond, Virginia 23219
4. Both the Sierra Club and its dues-paying members—more than 600,000 nationwide
and approximately 15,000 in Virginia, some of which are customers of the Rappahannock Electric
Cooperative (the Cooperative) —have an immediate, pecuniary and substantial interest in this
proceeding. The Cooperative seeks to nearly double its Access Charge and to generally increase
its rates, claiming the proposed rate structure will more fairly and appropriately apportion costs
among its customers. In actuality, the proposed change will disproportionately impact ratepayers
providing distributed generation to the Cooperative. The Cooperative’s request therefore
implicates not only the Sierra Club’s organization mission and interests, but also the interests of
its ratepaying members— particularly those providing distributed generation to the Cooperative.
5. The Sierra Club also has an interest in ensuring that any rate structure approved by
the Commission promotes cost-saving efficiencies and distributed generation while avoiding
disproportionate and unreasonable burdens on low-income Virginians. Not only are these

organizational interests of the Club, they are legislative policies encoded in the Commonwealth’s

Energy Policy and elsewhere in Virginia law.!

1 See, e.g, Virginia Code §§ 67-101, 67-102; 2007 Acts of Assembly, Chapter 933 (SB 1416).
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6. The Sierra Club seeks to participate as a respondent in this proceeding in order to
ensure its organizational interests and those of its members are represented in the Commission’s
consideration of the Cooperative’s Application.

7. Through pre-filed testimony, at hearing, and/or by written filings, the Sierra Club
intends to address the Cooperative’s proposed increase to its Access Charges. To that end, it
may address the impacts and risks associated with the proposed increase to the Cooperative’s
Access Charge and potential alternatives to that proposal. The Sierra Club further reserves the

right to address other issues raised in the Cooperative’s Application or by other participants.

Dated: September 19, 2017 Respectfully submitted,

by D Qb

Evan D. Johns (V irgiyﬁa State Bar No. 89285)
APPALACHIAN MOUNTAIN ADVOCATES
415 Seventh Street Northeast
Charlottesville, Virginia 22902

Telephone: (434) 529 - 6787

Facsimile: (304) 645 - 9008

E-Mail: ejohns@appalmad.org

Dorothy E. Jaffe (motion pro hac vice pending)
THE SIERRA CLUB

50 F Street Northwest, Eighth Floor
Washington, District of Columbia 20001
Telephone: (202) 675-6275

Facsimile: (202) 547-6009

E-Mail: dori.jaffe@sierraclub.org

Counsel for the Sierra Club
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION

APPLICATION OF

THE RAPPAHANNOCK

ELECTRIC COOPERATIVE Case No. PUR-2017-00044

For a general increase in rates

Direct Testimony of
Melissa Whited

On Behalf of
Sierra Club

September 19, 2017
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Rappahannock Electric Cooperative
Case No. PUR-2017-00044
Melissa Whited

Summary of Testimony

The purpose of my testimony is to address Rappahannock Electric Cooperative’s ("REC" or the
"Cooperative") proposed rate design, focusing specifically on the Access Charge assessed to
residential and small commercial customers. Specifically my testimony will:

1. Explain that drastically increasing fixed rate charges results in rate shock, inequitable
impacts on customers, reduces customers control over their bills and reduces incentives
for energy efficiency conservation and distributed generation.

2. Explain that the Cooperative’s proposal would violate the fundamental rate design
principles of rate stability, equity, and efficient price signals and would undermine the
Commonwealth’s efforts to reduce energy consumption and promote energy efficiency.

3. Provide recommendations to the Commissions for alternative methods for addressing the
Cooperative’s concerns about revenue sufficiency, which will be more equitable, efficient
and effective, such as increasing the volumetric rate, revenue decoupling, minimum bills
or beneficial electrification.
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1. INTRODUCTION AND QUALIFICATIONS

Please state your name, title, and employer.
My name is Melissa Whited. 1 am a Principal Associate at Synapse Energy
Economics, located at 485 Massachusetts Avenue, Cambridge, MA 02139.

Please describe Synapse Energy Economics.

Synapse Energy Economics (Synapse) is a research and consulting firm
specializing in electricity and gas industry regulation, planning and analysis. Our
work covers a range of issues, including economic and technical assessments of
demand-side and supply-side energy resources; energy efficiency policies and
programs; integrated resource planning; electricity market modeling and
assessment; renewable resource technologies and policies; and climate change
strategies. Synapse works for a wide range of clients, including attorneys general,
offices of consumer advocates, public utility commissions, environmental
advocates, the U.S. Environmental Protection Agency, U.S. Department of
Energy, U.S. Department of Justice, the Federal Trade Commission and the
National Association of Regulatory Utility Commissioners. Synapse has over

twenty-five professional staff with extensive experience in the electricity industry.

Please summarize your professional and educational experience.

I have seven years of experience in economic research and consulting. At
Synapse, I have worked extensively on issues related to utility regulatory models,
rate design, policies to address distributed energy resources (DER), and market
power. I have analyzed rate design issues pertaining to DERs for proceedings in
Massachusetts, Colorado, New York, Utah, Nevada, Wisconsin, Hawaii, and
Maryland. In 2015, I presented to the Utah Net Energy Metering Workgroup on
rate design options for customers with distributed generation. 1 have sponsored

testimony before the Massachusetts Department of Public Utilities, the Hawaii
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Public Utilities Commission, the Public Service Commission of Utah, the Public
Utility Commission of Texas, and the Federal Energy Regulatory Commission. 1
hold a Master of Arts in Agricultural and Applied Economics and a Master of
Science in Environment and Resources, both from the University of Wisconsin-
Madison. Prior to rejoining Synapse, 1 published in the Journal of Regional
Analysis and Policy an article regarding the economic impacts of water transfers,
analyzed state water efficiency policies while at the Wisconsin Public Service
Commission, and conducted econometric analyses of energy efficiency cost-

effectiveness. My resume is attached as Schedule MW-1.

On whose behalf are you testifying in this case?

I am testifying on behalf of the Sierra Club.

Have you testified in front of the Virginia State Corporation Commission
previously?

No.

What is the purpose of your testimony?

The purpose of my testimony is to address Rappahannock Electric Cooperative’s
(REC or the Cooperative) proposed rate design, focusing on the access charge
(also known as a fixed customer charge) assessed to residential and small
commercial customers. The Cooperative’s proposal to double the residential
access charge and drastically increase the small commercial access charge
represents a significant departure from REC’s current rate design. My testimony
explains that such a radical departure would violate the fundamental rate design
principles of gradualism, equity, and efficient price signals, and reduce customer
control, disproportionately impact low-usage and low-income customers, and
decrease incentives for energy efficiency and distributed generation. 1 also

provide recommendations for alternative methods for addressing the
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Cooperative’s concerns about revenue sufficiency due to flat growth, which will

be more equitable, efficient, and effective.

2. SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS

Please summarize your primary conclusions and recommendations.

My conclusions and recommendations can be summarized as follows:

1. The Cooperative’s proposed increase in the fixed customer charge would
result in rate shock for many customers, would have inequitable impacts on
customers, would reduce customers’ control over their bills, and would reduce
incentives for energy efficiency, conservation, and distributed generation.

a. The Cooperative’s proposal would increase the fixed customer charge
by 100 percent for residential customers and 32 percent for small
commercial customers. This does not meet the widely-accepted rate
design criterion of rate stability, and would result in rate shock for
many customers.

b. The Cooperative’s proposal does not adhere to the widely-accepted
rate design principle of promoting customer equity, since low-usage
and low-income customers would be hit with the highest rate
increases.

c. The Cooperative’s proposal does not adhere to the widely-accepted
rate design principle of providing customers with an incentive to use
electricity efficiently, since a larger proportion of the customer’s bill
will be divorced from energy usage.

d. The Cooperative’s proposal will undermine the Commonwealth’s

efforts to reduce energy consumption and promote energy efficiency.’

Energy efficiency has been prioritized by the Commonwealth in numerous ways. For
example, Executive Order 31, signed by Governor McAuliffe on October 16, 2014,
sets targets for reducing energy consumption by 15% in government buildings, but
also states “While the Commonwealth embraces the challenge of reducing energy

SPOATEBLT
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2. The Cooperative failed to demonstrate in its application that a dramatic
increase to the fixed charge is the only way to recover its allowed revenues.
The Cooperative has not had a rate case since 1992, and yet has been
successful in recovering adequate revenues under the current rate design.
While I do not dispute that the Cooperative requires an increase in revenues,
the increase should be recovered through volumetric rates, not higher fixed
customer charges.

3. If revenue sufficiency is found to be a problem, there are superior alternatives
to increasing the fixed customer charge. I recommend that alternatives
including revenue decoupling, minimum bills, and beneficial electrification be
studied, and that the Cooperative’s proposed increases to fixed customer

charges be rejected.

3. OVERVIEW OF THE COOPERATIVE’S RATE DESIGN PROPOSAL

Please summarize REC’s proposal.

REC has requested an overall rate increase of $22 million and proposes to collect
this additional revenue primarily through drastically increasing the fixed customer
charges for its residential and small commercial classes.” REC also proposes to
implement seasonal energy charges, but I do not address this aspect of REC’s

proposal in my testimony.

consumption, localities, businesses, and individual consumers are encouraged to use
energy efficiently, and utilize available tools to conserve energy.” Further, SB 1416
established a goal of reducing electricity consumption by 10% for investor-owned
utilities. While this does not apply to cooperatives, there is no question that energy
efficiency is one of the Commonwealth’s energy policy goals. The Cooperative’s rate
designs should not undermine those goals.

Direct Testimony of David F. Koogler, Case No. PUR-2017-00044, 12-14 (May 23,
2017).
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Q Please explain how rates would change under the Cooperative’s proposal.
A Residential customers would see a doubling of the fixed customer charge under

REC’s proposal. Single phase customers would see their fixed customer charge
jump from $10 per month to $20 per month (an increase of 100 percent), while
three-phase customers would see it increase from $12.15 per month to $24.30
(also an increase of 100 percent). In contrast, the volumetric rate would only see

an small increase, between 3 and 13 percent.’

Small commercial customers would see their fixed customer charge rise by 32
percent: from $28 per month to $37 per month for single phase customers and
from $47.50 per month to $62.75 per month for multi-phase customers. However,

their volumetric rate would decrease by 12 to 26 percent.*

Conversely, large commercial and industrial customers will generally experience
no changes in their rate elements and no change in the relationship between

customer charges and other rates.

The proposed rate changes are summarized in Table 1.

3 Exhibit JDG, Schedule 15A
4 Ibid.
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Table 1. Summary of Proposed Changes to Rates
Percent
Class Rate Component Current Proposed
Change
. . Single Phase $10.00 $20.00 100%
Residential Access Charge
Three Phase $12.15 $24.30 100%
(A-1,A-2, A-I-P, . - e — - . - —
. First 300 kWh $0.0398 $0.0409 3%
A-I-TOU) Delivery Charge $/kWh
Above 300 kWh $0.0275 $0.0310 13%
Small General Access Charge $28.00 $37.00 32%
Service Single Phase
(B-1) Delivery Charge $/kWh $0.0290 $0.0214 -26%
Single Phase $28.00 $37.00 32%
Access Charge
Three Phase $47.50 $62.75 32%
General Service First 100 kWh/kW $0.0291 $0.0250 -14%
(B-3) ) Next 100 kWh/kW  $0.0261 $0.0220 -16%
Delivery Charge $/kWh

Next 200 kWh/kwW  $0.0171 $0.0140 -18%
Over 400 kWh/kW  $0.014| $0.0124 -12%

How will the Cooperative’s rate design proposal change the relationship
between rate elements?

The Cooperative’s proposed rate design would fundamentally alter the
relationship between customer charges and volumetric rates by drastically
increasing the fixed portion of customers’ bills relative to the portion that
customers can control through their usage. In doing so, the Cooperative’s rate

design proposal would:
o Reduce customers’ control over their bills,

o Dampen incentives for energy efficiency and conservation,

o Increase low-usage customers’ bills the most, resulting in rate shock for

these customers, and

o Disproportionately impact low-income customers.

SPLULEBBLT



21

22

Virginia PUR-2017-00044
Sierra Club - Whited
September 18, 2017

Page 8

What reason does the Cooperative provide for doubling the residential fixed
customer charge and increasing the small commercial fixed charge by 32
percent?

Cooperative Witness Matthew Faulconer states that the proposed rates will more
fairly recover costs from customers and reduce the Cooperative’s dependence on
revenue from volumetric sales.® Witness David Koogler further explains that the
Cooperative has been unable to offset rising costs through growth in the number
of customers or sales, since the Cooperative “has experienced only modest growth
in new connections, while at the same time per-customer energy use has remained
relatively constant.”

Do these reasons point to a need for a radical change to the residential and
small commercial fixed charges?

No. While I do not dispute the Cooperative’s need to increase rates in order to
recover its costs, the Cooperative has failed to justify why it needs to implement
drastic increases to the fixed charge to recover its costs. The current rate design
has served the Cooperative since 1992, with no need for an interim rate case to
increase distribution revenue.” The fact that the Cooperative has not had a
Commission proceeding for the purpose of changing its distribution rates in 25
years suggests that the current rate design functions well in recovering costs from

customers.

Furthermore, the Cooperative’s steep increase in the fixed customer charge is

inconsistent with widely-accepted rate design principles and Commonwealth

Direct Testimony of Matthew A. Faulconer, Case No. PUR-2017-00044, 11-12, (May
23,2017).

Direct Testimony of David F. Koogler, Case No. PUR-2017-00044, 6 (May 23,
2017).

Direct Testimony of Matthew A. Faulconer, Case No. PUR-2017-00044, 6 (May 23,
2017).
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energy policy goals, and would disproportionately harm low-usage and low-

income customers, as described below.

4, PRINCIPLES OF RATE DESIGN

What ratemaking principles should be considered when designing rates?

In his seminal work, Principles of Public Utility Rates, Professor James Bonbright

discusses eight key criteria for a sound rate structure. These criteria are:

1.

The related, “practical” attributes of simplicity, understandability, public
acceptability, and feasibility of application.
Freedom from controversies as to proper interpretation.
Effectiveness in yielding total revenue requirements under the fair-return
standard.
Revenue stability from year to year.
Stability of the rates themselves, with minimum of unexpected changes
seriously adverse to existing customers.
Fairness of the specific rates in the appointment of total costs of service
among the different customers.
Avoidance of “undue discrimination” in rate relationships.
Efficiency of the rate classes and rate blocks in discouraging wasteful use of
service while promoting all justified types and amounts of use:
a. in the control of the total amounts of service supplied by the
Cooperative;
b. in the control of the relative uses of alternative types of service (on-
peak versus off-peak electricity, Pullman travel versus coach travel,
single-party telephone service versus service from a multi-party line,

etc.).?

8 James Bonbright, Principles of Public Utility Rates, Columbia University Press,
1961, page 291, provided in Schedule MW-2.
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Q Are these principles widely recognized and used by commissions?
A Yes. The principles listed above have been recognized for many years as the
standard that is used by not only the Commission’ and its Staff' but also

commissions across the country.

Q Is the Cooperative’s rate design proposal consistent with Bonbright’s
principles?

A No. The Cooperative’s proposal does not meet the principles of rate stability
(often referred to as “gradualism”), fairness among customers, or efficiency. I will

describe these failings below.

5. INCONSISTENCY WITH THE PRINCIPLE OF RATE STABILITY

Q Please describe Bonbright’s principle regarding rate stability.
A This principle means that customer rates should not change suddenly, particularly

if this will cause harm to customers by significantly increasing a customer’s bill.

Q In what way should customer rates exhibit stability?

A Customer rates generally have two or three primary components (the energy
charge, fixed customer charge, and possibly a demand charge). Bonbright’s
principle refers to how much these charges change from one period to the next,
and specifies that unexpected, adverse changes be minimized. Large increases in

customer bills can impose financial hardship on customers, particularly low-

9  See, e.g., Application of Columbia Gas of Virginia, Inc., for a general rate increase,
Case No. PUE-980287, 1999 WL 35764055, Report of Hearing Examiner, *12 &
nn.137-138 (November 2, 1999) (collecting Commission decisions weighing factors
“similar to those outlined by Bonbright”).

10 See, e.g., Commonwealth of Virginia ex rel. State Corporation Commission v.
Captain’s Cove Utility Company, Case No. PUE-2010-00062, Report of Hearing
Examiner, 21 (September 16, 2011); Application of Dale Service Corporation, for an
expedited increase in rates, Case No. PUE-2006-00070, Report of Hearing Examiner,
10 & n.5 (January 10, 2007).
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income customers, and cause customer confusion and frustration. Substantial
changes to electricity rates are also difficult for customer to adjust to, since
customers invest in household appliances with long lifetimes under the

assumption that rates will remain relatively stable.

Is the Cooperative’s proposal consistent with this principle of rate stability?

No. The Cooperative proposes to increase the fixed customer charge for
residential customers by 100 percent. This extreme increase would be detrimental
to many customers, particularly those who consume less energy than the average,

many of whom are low-income customers (as detailed below).

6. INCONSISTENCY WITH THE PRINCIPLES OF FAIRNESS
AND AVOIDANCE OF UNDUE DISCRIMINATION

Please describe Bonbright’s principles regarding fairness and avoiding
undue discrimination.

These principles refer to treating similarly-situated customers in a similar manner.

Is the Cooperative’s rate design proposal consistent with the principle of
fairness and avoidance of undue discrimination?

No. REC’s proposal exacerbates inequities among residential customers.

In what way would REC’s rate design unfairly impact different types of
residential customers?

The Cooperative’s proposed rate design would hit low-usage customers the
hardest — including customers who have worked hard to conserve energy, or who
have invested their personal financial resources in energy efficient technologies or
distributed generation. REC’s rate design already punishes low-usage customers
by charging them a higher electricity rate for the first block of energy

consumption. The Cooperative’s proposed increase to the fixed customer charge

SPDOCEGLT
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exacerbates this impact by also hitting low usage customers hardest, since the

fixed charge component is a higher proportion of these customers’ bills.

Figure 1 shows that low energy use residential customers will experience
significantly larger percentage increases in the distribution portion of their bill
under REC’s proposal than high energy use residential customers. While the
average distribution bill increase for residential customers would be
approximately 25 percent, a residential customer using 400 kWh per month or
less would see bill increases of more than 40 percent, while a customer
consuming 2,000 kWh or more would only see increases of approximately 20

percent.

Figure 1. Residential Distril;ution Bill Impacts by Usage Level
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What types of customers are low-usage customers?

Data from the U.S. Energy Information Administration reveals that, in Virginia,
low-income customers (i.e., those below 150% of the federal poverty line) tend to
also be low-usage customers (in terms of both median and average usage). This is

shown in Figure 2, below.
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Figure 2. Average Electricity Usage by Customer Income Category -
Virginia
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Source: Energy Information Administration Residential Energy Consumption
Survey, 2009 http://www.eia.gov/consumption/residential/data/2009.

Q What is the implication of low-income customers using less electricity than
average?
A Because fixed charges tend to increase bills for low-usage customers the most, the

fact that low-income customers use less energy means that higher fixed charges
will raise electricity bills most for those who can least afford it. This shows that
rate design has important equity implications, and fixed charges would have

regressive impacts.

7. INCONSISTENCY WITH THE PRINCIPLE OF EFFICIENT USE

Q How does Bonbright define the principle of efficiency?

A Bonbright defines the principle of efficiency as “discouraging wasteful use of

service while promoting all justified types and amounts of use.”""

11 James Bonbright, Principles of Public Utility Rates, 291 (1961) (provided in
Schedule MW-2).
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Q Please explain what this means.
A The concept of efficiency means that rates should be designed to send price
signals that discourage wasteful use of energy and encourage customers to pursue

cost-effective means of reducing their energy consumption.

Q Does Virginia have energy efficiency policies?

>

Yes. In 2007, the Commonwealth signed into law a statutory goal for the state to
reduce electricity sales 10% by 2022 relative to 2006 electricity sales. Though
voluntary, the Commission has expressed a clear understanding of the importance
and benefits of energy efficiency. In the Staff’s Report to the State Corporation
Commission in preparation for the Commission’s Report to the Governor and the

General Assembly (2007), the Commission Staff states that:

[m]ost of the sub-groups [of the proceeding] believed mass
implementation of energy efficiency and conservation efforts
would generate benefits to ratepayers and the state economy by
helping to offset future increases in energy costs, provide electric
system reliability benefits, offer customers the ability to better
manage their energy costs, and maintain a competitive regional
economy. Additionally, effective programs could help accelerate
Virginia’s environmental and air quality goals while helping to

reduce the costs associated with future climate change policies."?

The Governor has also made energy efficiency a priority for his administration. In
Executive Order 31, Governor McAuliffe stated, “[w]hile the Commonwealth

embraces the challenge of reducing energy consumption, localities, businesses,

12 Commonwealth of Virginia State Corporation Commission Staff, Report to the State
Corporation Commission in preparation for the Commission’s Report to the
Governor and the General Assembly as Required by the Third Enactment Clause of
SB 1416, 4 (2007), available at https://www.scc.virginia.gov/pur/conserve/staff
/staf rept111607.pdf.
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and individual consumers are encouraged to use energy efficiently, and utilize

available tools to conserve energy.”"

Further, the Cooperative has recognized the significant value associated with the
efficient use of energy and the management of peak load in its demand response
program application." Unfortunately, the Cooperatives’ proposed rate design
would dilute incentives for its customers to pursue energy efficiency and

conservation.

Please explain the price signal that fixed customer charges send to customers.
A fixed customer charge sends the signal to customers that they have no control
over that portion of their bill, since they will have to pay the fixed portion
regardless of how much electricity they consume. As the fixed charge increases,
the overall size of a customer’s bill is increasingly divorced from how much

electricity they use, thereby diluting price signals associated with energy use.

What impact would REC’s rate design proposal have on customer incentives
to use electricity more efficiently or install distributed generation?

A higher fixed charge relative to the volumetric charge reduces customers’
incentive to use electricity more efficiently because more of the costs are
recovered through the fixed component of the rate. Since only the variable
component is avoidable, increasing the fixed customer charge makes customer
efforts to reduce their electricity bill by lowering their energy consumption less
effective. As a consequence, the price signal sent by higher fixed charges is likely

to discourage many customers from implementing efficiency measures or

13 Executive Order 31, October 16, 2014.
14 Application of Rappahannock Electric Cooperative for approval of a modified

incentive for A/C switch demand-side management program, and for approval of a
rate adjustment clause to recover the costs of the demand-side program pursuant to
§56-585.3.4.5 of the Code of Virginia, Case PUE-2016-00019 (February 17, 2016).
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installing distributed generation—resulting in greater future energy consumption

than would have occurred under the current rate design.

Do REC’s current electricity rates otherwise send efficient price signals?
No. REC’s residential energy rates currently feature declining blocks, which
charge lower prices for higher energy use — providing a weak incentive for

customers to reduce their energy consumption.

What is the result of inefficient price signals?

Rate designs that feature high fixed charges or declining block rates tend to lead
to higher costs on the system, since they induce customers to consume more
energy. Higher energy use will ultimately lead utilities to procure more energy
and generation capacity and expand investments in the capacity of power lines

and substations, thereby raising electricity costs for all customers.

8. COMMISSION DECISIONS ON FIXED CHARGES

Has the Virginia State Corporation Commission rejected an increase in fixed
customer charges in previous cases?

Yes. In 2014, the Virginia State Corporation Commission rejected Appalachian
Power Company’s proposal to increase fixed customer charges for residential,

small general service, and sanctuary worship service customers, stating:

We reject APCo’s proposed increases to customer charges
for Residential Service (“RS”), Smail General Service
(“SGS”), and Sanctuary Worship Service (“SWS”). We
agree with Consumer Counsel and Staff that APCo has not

established that it 1s reasonable to increase such costs to
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these customers at this time and in the manner proposed by
the company.'
Q Have other Commissions recognized the detrimental impact of higher fixed
customer charges?
A Yes, the negative effects of increasing fixed customer charges are well-

recognized. For example, in 2016 the Maryland Public Service Commission
approved a smaller increase to fixed customer charges than requested by Potomac
Electric Power Company, explaining that a larger increase would result in
customers having less control over their bills, as well as being antithetical to

energy conservation efforts.

In arriving at this increase, we place emphasis on
Maryland’s public policy goals that intend to encourage
energy conservation. Maintaining relatively low customer
charges provides customers with greater control over their
electric bills by increasing the value of volumetric charges.
No matter how diligently customers might attempt to
conserve energy or respond to AMI-enabled peak pricing

incentives, they cannot reduce fixed customer charges.'®

In 2013, the Maryland Public Service Commission rejected a small increase in the
fixed customer charge, noting that doing so would reduce customer control of

their bills and would be inconsistent with the state’s policy goals.

15 Application of Appalachian Power Company for a 2014 Biennial Review of the
Rates, Terms and Conditions for the Provision of Generation, Distribution and
Transmission Services Pursuant to 56-585.1 A of the Code of Virginia, Case No.
PUE-2014-00026, 33 (November 26, 2014).

16 In The Matter of the Application of Potomac Electric Power Company for Adjustment
to its Retail Rates for the Distribution of Electric Energy, Case No. 9418, Order No.
87884, 110 (Maryland Public Service Commission, November 15, 2016).
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